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1972 
$58,477,354 
1,104,817 
OBS 
132,266 
0.07 
1,237,083 
0.58 
415,481 
1d989,677 
4,390,199 
8,420,000 
20,491,956 
15,935,518 


1971 
$50,749,215 
(790,005) 
(0.52) 
235,814 
0.13 
(554,191) 
(0.39) 
11,839,650 
4,390,899 
5,100,000 
14,706,552 
10,629,010 
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PRESIDENT’S REPORT 


FINANCIAL 

During the year ended December 31, 1972, your 
Company earned a consolidated profit of $1,237,083 
compared to a consolidated loss of $554,191 in the 
previous year. This represents a total improvement 
of $1,791,274 over the 1971 results. Due to several 
significant acquisitions made during the year, and 
spurred by a stronger economy, total revenues 
increased from $50,749,215 in 1971 to $58,477,354 
in 1972. 

As a result of its continuing gains in profits and 
cash flows, the Company was able to be aggressive 
throughout the year in its approach to expansion. 
This policy met with approval from your Company’s 
bankers who provided the funds for the acquisitions 
made in 1972. The financial community agreed that 
the Company was purchasing sound businesses 
that could be relied on to generate future profits. 
The combination of profits and acquisitions is 
reflected in the increase of total corporate assets 

by $12,870,254 to reach $52,070,432 by the end 

of the year. This was accomplished with a net 
increase of long term debt from $10,629,010, at 

the end of 1971 to $15,935,518, at the end of 1972. 
Further enhancing the Company’s financial position, 


and supporting its borrowing capacity, is the increase 


in value of the marketable securities over the 
recorded book value. At year end, these securities 
had a market value of $8,420,000 as compared to 
a book value of $4,390,199 and a market value at 
the end of 1971 of $5,100,000. 


OPERATIONS 

The completion of several transactions begun in 
1971 and the various acquisitions made in 1972 
have had a dramatic impact on the Company’s 
sources of revenues and distribution of its assets. 
For comparison purposes, several of these factors 
relating to our operating activities for 1971 and 1972 
are shown in the accompanying graphs. The 
investment and Head Office management functions 
have been excluded. 

The first graph, ‘‘Total Consolidated Operating 
Assets as at Year End’’ shows the total assets 
employed by our various divisions to generate their 
gross revenues, which are shown in the second 
graph, “Consolidated Operating Revenues’”’. 

To provide a basis for valid comparison of results 
between operations as varied as those in our group, 
it is necessary to eliminate certain items. These 
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include: interest expense, management fees, 
minority interests and income taxes. The third graph 
shows the operating profits or losses after eliminating 
those items. More details of each segment are on 
pages 9, 10 and 11. 
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PRESIDENT’S REPORT (cont’d) 


Advertising Operations 

These operations remained relatively constant in 
terms of assets employed and also gross revenues 
in 1971 and 1972. However, profits almost doubled 
from $199,267 to $382,966. A further improvement 
is anticipated in 1973. 


Discontinued Operations 

The graphs provide a clear indication of why these 
operations were discontinued or disposed in 1971. 
The condition of high revenues but continuing losses 
had persisted for several years despite all efforts 

to rectify this situation. 


Other Service Industries 

This group once again proved to be a source of 
disappointment to your management. However, 

a number of actions have been taken, the impact 
of which should be felt in the new year when the 
outlook is for a return to more normal profit levels. 


Recreation 

Total operating assets were increased by 
approximately 10%, however most of these were 
only operational late in the year. Nonetheless, both 
revenues and profits rose in 1972. The coming year 
should accelerate the trends as the new assets 
begin to generate revenues. 


Secondary Manufacturing 

This has been an area of major change. Total assets 
have more than tripled from $5,418,421 at the end 
of 1971 to $19,129,040 at the end of 1972. Gross 
revenues followed the same pattern increasing from 
$8,487,082, to $28,905,004. Proportionately net 
profits rose at an even faster rate, increasing from 
$371,987 to $2,051,506. This dramatic increase 
reflects, to a large extent, the acquisition of The 
Toronto Iron Works, Limited in the spring of 1972. 
At the same time, our other companies in this area 
improved their overall operating results. A further 
solid performance is expected in 1973. 


Furniture Division 

This division showed a steady improvement in 1972. 
The relative increase in profits was greater than 

the degree of increase in either assets or gross 
revenues. Several of the expansionary moves in this 
division were only finalized late in the year so that 

a full year’s profits have not been recorded for them. 
Even so, profits showed a major increase from 
$659,796 in 1971 to $1,224,176 in 1972. A conti- 
nuation of good earnings is anticipated for 1973. 


OTHER 

As a result of the general improvement in the 
Company’s earnings and expectations, 

it was determined that the obligations to the 
preferred shareholders should be met. Thus, 

in 1972, the Directors declared the dividends 

on the preferred shares sufficient to eliminate 

all the arrears. 

It is with regret that the Company records the 
untimely deaths during the year of two of its 
Directors, Mr. A. B. Gill and Mr. A. F. Mayne and 
a former Director, Mr. T. R. McLagan. 

The significant contribution to the Company 

by each of these gentlemen is acknowledged 

with sincere gratitude. 

Once again, | would like to take this opportunity 
of expressing my personal appreciation to all those 
who contributed to the success of our operations. 
This was only made possible by the faithful efforts 
of all the Directors and employees of the Company 
and its divisions and subsidiaries. 


a 


a eee 


{ 
i 
4 
4 
; 
3 
4 
a 


J. Claude Hébert, President 


Montreal 
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CONSOLIDATED STATEMENT OF EARNINGS 
for the year ended December 31, 1972 


INCOME 
Gross revenue from operations 
Income from investments 


EXPENSES 

Operating and administrative . 

Depreciation and amortization . 

Interest on long-term debt . 

Other interest . 

Income taxes owes Uh bcp die lL ial a eae 
Decrease in equity of associated companies (Note 1) . 
Minority interest 


EARNINGS (LOSS) BEFORE EXTRAORDINARY ITEMS 


EXTRAORDINARY INCOME (CHARGES) (NET OF MINORITY INTEREST) 
Reduction in income taxes through utilization of loss carry forward . 
Discount realized on early redemption of long-term debt . 

Gain on sale of investments and fixed assets . hae. 

Provision related to the discontinuance of certain operations . 


Difference between cost of investment in subsidiaries and 
the underlying book value 


Prior years’ adjustments 
TOTAL EARNINGS (LOSS) AND EXTRAORDINARY ITEMS 


EARNINGS (LOSS) PER COMMON SHARE 
Before extraordinary items . 
After extraordinary items 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
for the year ended December 31, 1972 


RETAINED EARNINGS, January 1. 

Earnings (Loss) for the year SOU ap al Sot: 
Reduction of equity of associated companies (Note 1) . 
Dividends paid — preferred shares . 

RETAINED EARNINGS, December 31 . 


1972 


$57,930,244 
547,110 


58,477,354 


52,878,933 
1,572,904 
1,206,946 

214,275 
1,301,378 
143,643 
54,458 


97,372,537 


1,104,817 


132,266 


$ 1,237,083 


$0.51 
$0.58 


1972 


$ 3,103,926 
1,237,083 


(338,737) 
(415,481) 


$ 3,586,791 


1971 


$50,214,908 
534,307 
50,749,215 


48,550,084 
1,322,760 
935,981 
399,610 
292109 
37,990 
51,539,220 


(790,005) 


211,200 
94,342 
(252,734) 


118,947 
64,059 


$ (554,191) 


($0.52) 
($0.39) 


1971 


$ 3,658,117 
(554,191) 


$ 3,103,926 


ig a ee ee er ee 
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CONSOLIDATED STATEMENT OF CHANGES IN WORKING CAPITAL 


for the year ended December 31, 1972 


WORKING CAPITAL INCREASED BY 

Total earnings (loss) and extraordinary items . 
Items not requiring an outlay of funds: 

Minority interest in earnings and extraordinary items 
Depreciation and amortization 

Gain on sale of fixed assets ; 
Decrease in equity of associated companies . 

Other . 


Disposal of investments other than marketable securities . 
Working capital of subsidiaries purchased during the year 
Proceeds on issue of long-term debt 

Proceeds on sale of fixed assets . 

Proceeds on redemption of term deposit . 

Reduction of notes and mortgages receivable 

Payments received under executive stock option plan . 


WORKING CAPITAL DECREASED BY 

Reduction of long-term debt 

Investment in subsidiary and associated companies 
Purchase of fixed assets 


Mortgages and notes receivable arising iat i af assets . 


Payment of dividends — preferred shares . 


INCREASE IN WORKING CAPITAL. 
WORKING CAPITAL, January 1 . 


WORKING CAPITAL, December 31 . 


1972 1971 
$ 1,237,083 (554,191) 
55,192 41,093 
1,572,904 1,322,760 
(29,851) (245,017) 
143,643 om 
49,503 128,985 
3,028,474 693,630 
303,256 
3,325,128 195,827 
9,751,480 7,437,500 
408,084 2,033,252 
— 3,780,000 
300,515 = 
106,000 ~ 
16,919,681 14,443 465 
5,187,041 7,601,198 
8,397,976 193,435 
2,769,156 1,522,372 
_ 561,669 
415,481 = 
16,769,654 9,878,674 
150,027 4,564,791 
11,839,650 7,274,859 
$11,989,677 $11,839,650 


WARNOCK HERSEY INTERNATIONAL LIMITED 


and subsidiary companies 


CONSOLIDATED BALANCE SHEET 
as at December 31, 1972 


ASSETS 
CURRENT 1972 1971 
Cash and deposit receipts . Agen $ 3,392,847 $ 3,608,092 
Marketable securities, at the lower of cost or mae (Note 2) 4,390,199 4,390,899 
Accounts and notes receivable 12,236,045 8,481 ,802 
Inventories, valued at the lower of cost or net realzeble salt 8,207,926 4,678,752 
Prepaid expenses . 648,148 612,832 
26,010,100 CAt Te oie 
OTHER ASSETS 
Mortgages and notes receivable, net of current portion 719,920 1,020,441 
Advances in respect of executive stock option plan (Note 3) . 294,000 400,000 
Investments in associated companies, at equity value (Note 1) . 866,469 1,300,808 
FIXED 
Land, buildings and equipment, at cost . 38,978,320 24,804,753 
Less: Accumulated depreciation . 18,486,364 10,098,201 
20,491,956 14,706,552 
INTANGIBLE 
Excess of cost of subsidiaries over the values assigned to the net assets (Note 1) 895,253 = 
Less: Accumulated amortization . Tparce red — 
822,916 — 
$52,070,432 $39,200,178 


AUDITORS’ REPORT 


To the Shareholders, 
Warnock Hersey International Limited. 


We have examined the consolidated balance sheet of Warnock Hersey International Limited and subsidiary companies as at 
December 31, 1972 and the consolidated statements of earnings, retained earnings and changes in working capital for the year 
then ended. Our examination of the financial statements of Warnock Hersey International Limited and those subsidiaries of which 
we are the auditors included a general review of the accounting procedures and such tests of accounting records and other 
supporting evidence as we considered necessary in the circumstances. For other companies which have been consolidated or 
accounted for by the equity method, we have relied on the reports of the auditors who have examined their financial statements. 


In our opinion, based upon our examinations and the reports of the other auditors, these consolidated financial statements present 
fairly the financial position of the companies as at December 31, 1972 and the results of their operations and the changes in their 
working capital for the year then ended, in accordance with generally accepted accounting principles which, except for the changes 
referred to in Note 1 to the consolidated financial statements, have been applied on a basis consistent with that of the preceding year. 


Cand Afaf, Maks (lol 


Montreal, February 15, 1973. CHARTERED ACCOUNTANTS. 
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LIABILITIES 


CURRENT 


Bank indebtedness, secured : 
Accounts payable and accrued charges 
Dividends payable 

Income and other taxes payable . 5 
Deferred income taxes — current portion . 
Long-term debt due within one year . 


LONG-TERM DEBT, less amounts due within one year iscouie)) 


Bank loans . 
Other loans . 


DEFERRED INCOME TAXES . 
MINORITY INTEREST . 


SHAREHOLDERS’ EQUITY 


CAPITAL STOCK 

Preferred shares of $25 par value, issuable in series 
Authorized 300,000 shares 

Issued 110,795 shares 


$1.50 series ‘‘A’’ cumulative redeemable at $26.25 . 


Common shares of no par value 
Authorized 3,000,000 shares 
Issued 1,835,885 shares . 


RETAINED EARNINGS . 


1972 


1971 


$ 2,584,744 $ 3,282,383 
7,982,421 9,971,497 
332,385 — 
1,961,544 376,897 
992,000 — 
3,032,394 701,950 
16,885,488 Doe er 
11,994,650 8,241,000 
3,940,868 2,388,010 
15,935,518 10,629,010 
AAU 366,988 
604,898 889,490 
2,109,010 2,769,875 
11,508,162 11;508, 162 
14,278,037 14,278,037 
3,586,791 3,103,926 
17,864,828 17,381,963 
$52,070,432 $39,200,178 


ON BEHALF OF THE BOARD 


P. N. Thomson, Director 


J. Claude Hébert, Director 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


December 31, 1972 


1. PRINCIPLES OF CONSOLIDATION 


The consolidated financial statements include the accounts of 
the Company and all of its subsidiaries. 


The Company has changed its policy in accounting for the 
difference between the cost of investment in a new subsidiary 
and the acquired equity in net assets. In prior years such 
amounts were written off in the year of acquisition. This 
difference is now assigned firstly to such of the acquired 
assets as may be undervalued in the accounts of the new 
subsidiary. Any excess is carried on the consolidated balance 
sheet as an intangible asset and amortized over a reasonable 
period of time. 


During 1972, the Company has assigned $1,046,473 to land 
and $895,253 to excess cost of investments in subsidiaries over 
the values assigned to the underlying net assets, which is to be 
amortized over a period of ten years. 


Investments in associated companies consist of a 50% interest 
in Atomized Metal Powders, Inc. and a 35.88% interest in 
Oceanus Industries (Bahamas) Limited. During the year the 
Company has adopted the policy of carrying these investments 
on the equity method. Accordingly retained earnings was 
charged with $338,737 representing the amount required to 
decrease the carrying value of such investments to the values 
assigned to the Company’s portion of the underlying net assets, 
as at the beginning of the year. The Company’s portion of the 
net losses of these companies ($143,643) for 1972 has been 
included as a charge in the consolidated statement of earnings. 
Had the Company been on this basis in 1971 it would have 
resulted in a charge of $261,830 against earnings. 


2. MARKETABLE SECURITIES 

Power ; December 31 
Corporation 1973 Fe ey 97 to 
of Canada, 
Limited 
50,000 
common 
shares and 
525,000 
5% preferred 
shares . 


Miscellaneous 


4,150,601 4,150,601 8,181,000 4,784,000 
239,598 240,298 239,000 316,000 


$4,390,199 $4,390,899 $8,420,000 $5,100,000 


3. STOCK OPTIONS 


In 1971 the Company advanced $400,000 to a trustee who 

purchased 100,000 common shares of the Company under 

a stock option plan for senior executives, exercisable at 

$4.00 per share. Aggregate 
Shares price 


Options outstanding January 1, 1972 100,000 400,000 


Exercised during 1972 . 62,500 250,000* 
Options outstanding December 31, 1972 . 37,500 $150,000 


“Of which $106,000 was received by the Company in 1972, 


the remainder is receivable in equal annual amounts from 
1973 to 1977. 


The remaining options to purchase 37,500 shares are 
exercisable with respect to 30,500 shares in whole or in part 


at any time up to June 30, 1976 and with respect to 
7,000 shares: 


2,000 shares between October 1, 1973 and September 30, 1978 
2,000 shares between October 1, 1974 and September 30, 1979 


2,000 shares between October 1, 1975 and September 30, 1980 
1,000 shares between October 1, 1976 and September 30, 1981 


In addition, the Company has reserved 65,000 shares of 
unissued common stock for purposes of stock options to senior 
officers and key employees as follows: 


a) Granted in 1971 to a senior officer and director, an option 
to purchase 50,000 shares at $4.00 per share exercisable 
in whole or in part at any time up to May 24, 1976 for 
16,666 shares and May 24, 1977 for 16,667 shares. 

The remaining purchase option on 16,667 shares may be 
exercised between May 25, 1973 and May 24, 1978. 

b) Granted in 1972 to senior officers, options to purchase 
7,000 shares and key employees 8,000 shares exercisable 
at $8.00 per share as to 3,750 shares in each of the years 
commencing December 1, 1973, 1974, 1975 and 1976 
with all rights to exercise expiring in total on 
November 80, 1977. 


4. REMUNERATION OF DIRECTORS AND OFFICERS 
Number-ot directors. 4 3a) ees eee ee 1S 


Remuneration as such Caos 475 
INngloree kolensis oF 59 a a co oc 6 o «© % « 11 
Remuneration as such a $344,083 
Number of officers who are directors .... . 2 


5. CONTINGENT LIABILITIES 


Capital Management Limited, a subsidiary company, and its 
subsidiary, All-Canadian Group Distributors Limited, are 
defendants in various lawsuits arising out of a management 
agreement. Legal counsel is of the opinion that such lawsuits 
are not well founded. 


During 1971, a dispute arose between a wholly-owned 
subsidiary and one of its customers in respect to the 
cancellation of a supply contract, performance of which is 
guaranteed by the Company. While the amounts discussed 
between the parties are substantial, no formal demand has 
as yet been made. 


Legal counsel has advised that in the event of a formal demand 
or subsequent litigation, the Company and its subsidiary have 
defenses of real substance. A modest provision for losses, 

if any, has been made in the accounts with respect to this 
dispute. 
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OPERATIONAL ACTIVITIES IN 1972 


ADVERTISING OPERATIONS 

The Company has been active in two areas of the 
advertising industry: first, in the sale of advertising 
space in public transit vehicles throughout Canada; 
and second, as a manufacturer of illuminated 
plastic signs. 

To strengthen our transit representation in western 
Canada, we have added personnel to both our 
executive level and sales force. In the product area, 
further development work was done toward the 
introduction of illuminated exterior roof-top 
advertising on buses. If successful, this offers 
another dimension to transit advertising. 


Our plastics operation has been searching for 

new products to add to its present line of sign 
products. Emphasis remains on developing related 
items that would fit within this division’s present 
technology. During the year, we began the design 
and manufacture of kiosks and canopies for gasoline 
station pump islands and low-level lighting fixtures. 
Both products were well received by the market. 
We also perfected the art of moulding a new 
material, with the supplier’s trade name ‘‘Lexan’”’. 
This material, which is practically indestructible, 
could replace traditional plastic sign faces where 
breakage is a problem. 


pea ea ae 
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OTHER SERVICE INDUSTRIES 

Our engineering and technical services division 
realigned its Canadian operations during the year. 
It also made the decision to withdraw from its foreign 
operations which were unprofitable and proved 

to be a drain on resources. At the same time, 
appraisal services were expanded through the 
acquisition of a subsidiary in Quebec. A new 
infra-red inspection and testing service was made 
available to clients. 

Other areas for possible expansion in 1973 are 
being explored and evaluated. In the educational 
field, our operation in California is still engaged in 
the process of introducing a relatively new teaching 
concept to professors at the junior college level. 


Professional Services Division technician sets up the truck 
mounted camera and display unit for infra-red inspection. 


WARNOCK HERSEY INTERNATIONAL LIMITED 


and subsidiary companies 


SECONDARY MANUFACTURING 

The most significant event within this group during 
1972 was the acquisition of more than ninety-eight 
percent of the outstanding shares of The Toronto 
lron Works, Limited. This company specializes in 
the design and building of process vessels and 
storage facilities for the process and petrochemical 
industries in addition to specialty fabrications 
involving both light and heavy steel and other 

alloy plate. 


In the area of bronze powders manufacturing 

the Company expanded into Europe. A plant was 
constructed in England to house the newly- 
incorporated Canbro (U.K.) Ltd. It is expected to be 
in full-scale production early in 1973. On this 
continent, an active research and development 
programme continues. One of its main goals is 

to make refinements to our production techniques. 
This will expand our markets by making us 
increasingly competitive with certain imported 
bronze powders. 


A hemisphere head measuring 27 feet in diameter is constructed along with concrete block autoclave 10%2 feet in diameter and 


178 feet long, inside The Toronto Iron Works plant. 
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RECREATION 

Two new double chair lifts were installed in 1972 
at the already highly-successful Garibaldi ski 
operation at Whistler Mountain in British Columbia. 
These have added greatly to the capacity to handle 
skier traffic. In Alberta, additions and renovations 
have been made to the facilities at the Sunshine 
Village complex. Possible future developments 

are now being studied in conjunction with the 
Parks Authority. 

Improvements to its snow-making machine have 
made the Chantecler operation in Ste. Adéle, 
Quebec, more attractive to ski enthusiasts. Other 
refinements and general improvements were made 
to the hotel and related facilities to provide better 
accommodation for guests and for conventions. 


FURNITURE DIVISION 

In September 1972, the Company purchased Marius 
Ouellet Limitée, of Disraeli, Quebec. This adds a line 
of colonial-style furniture to complement our other 
lines. Late in the year, a building and site were 
purchased in St. Lambert, Quebec. This plant will 
increase our production capacity and alleviate 
some of the strains being created by the continuing 
large backlog of orders. Plans for further expansion 
and modifications in the various plants are under 
study. 

At year end, investigations were underway for 
further acquisitions in this industry. One result has 
been the purchase, early in 1973, of Royal 
Chesterfield Inc., a manufacturer of upholstered 
furniture, located in Victoriaville, Quebec. 


Camille Barbeau, vice-president in charge of the Warnock 
Hersey Furniture Division, and members of the Henderson 
Furniture design and production team in front of the company’s 
expanded facilities which will utilize ultra-modern procedures 
and methods for chair production. 


I alec ag Sa tn ease 
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E. A. Galvin, President, Canadian Industrial Gas and Oil Limited 
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